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Abstract:
With gradual deepening of the reform of economic and educational systems, Chinese higher education finance has
experienced an evolutionary process, transforming from the highly-centralized finance system into a government-led,
multi-channel cost-sharing system. Its appropriation system has shifted from incremental funding and single-
parameter formula funding approaches into the pattern that lays more stress on equity, efficiency and quality. Its 
subsidy pattern has changed from the simple welfare education into cost-recovery by tuition fees and diversified
financial assistance. This paper, along with the development stages of Chinese higher education finance system,
illuminates its evolution since the founding of the People’s Republic of China ( PRC), analyzes reasons and 
characteristics of the reform and development based on data, and explores the future of Chinese higher education 
finance reforms.
© 2012 The Authors. Published by Elsevier Ltd.
Selection and/or peer-review under responsibility of Beijing Forum.
1. Changes over time of Chinese higher education finance
The development pattern and speed of higher education in China is directly related to China’s fiscal
policies for higher education and financing patterns. Before the reform and opening-up policy was
implemented, China had run a financial system of central government monopoly in higher education 
under the highly-centralized management system, which means that the financial responsibilities of higher 
education were solely borne by the central government.
After that, with the reform of the national fiscal system and higher education management system, the
higher education finance system also underwent a series of reforms, mainly comprising of two stages:
during 1980-1992, the practice of fen zao chi fan (eating from separate pots) was introduced. Under the
financial system of “fiscal system with division of revenue and expenditure between the central and local 
governments” , the government at each level was responsible for its own finances and China preliminarily
established the intergovernmental fund-bearing higher education finance system. From the year of 1993 to
present, under the public finance system, the higher education finance system—“ principally dependant on 
government funding and multiple-channel financing” was formed.
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1.1. The first stage (1949-1979): centralized government finance system and hierarchical management 
From the foundation of PRC to the late 1970s, higher education in China basically followed the 
principle that education was administrated by the state. Education expenditure was solely provided by the 
national finance. The highly- centralized management was implemented for higher education with 
relatively simple sources of fund. During this period, higher education investment was arranged and 
allocated by the central government in a unified manner (“daimao xia da”), managed by the local 
financial departments, and distributed by the local education authorities. 
1.1.1The first phase (1950-1953): “unified collection and distribution, level-to-level management”  
After 1949, China implemented a highly-centralized planned economic system and established a 
highly-centralized budget management system with “unified collection and distribution, three-level 
management” (“tong shou tong zhi, san ji guan li” ). “Unified collection and distribution” meant that the 
local governments, on behalf of the central government, collected fiscal revenues and handed it over to the 
central; and all the expenditures of local governments were verified in a unified manner, allocated from 
higher-level governments to lower-level ones. On March 24th, 1950, the first document on fiscal 
management system since the founding of PRC, the Decision on Unified Management of Revenues and 
Expenditures of the Fiscal Year 1950 was approved at the 25th conference of the State Council. The 
decision required to unify state revenues and expenditures and implement the decentralized management 
system in three levels of central government, provinces (municipality and autonomous region) and 
counties. The expenditures of all higher education institutions (hereafter be shorted as “ HEIs” ) across the 
nation were divided “ vertically” according to their administrative subordination relationship, and 
financial power and corresponding liabilities were clearly specified. Financial expenditure items, 
expenditure procedures, supply standards, administrative staffing and so on was all decided by the central 
government and expenditures were allocated strictly according to the plan. 
However, this educational finance system had apparent disadvantages. For instance, fund user 
institutions submitted monthly reports for approval; educational funds and budget could not be inter-
adjusted; educational funds could not be used flexibly based on actual needs to promote development of 
local HEIs, and local governments and departments had no discretionary power for educational funds. 
1.1.2 The second phase (1954-1979): “combining central and local leadership while giving priority to the 
local”   
In order to make local governments play more important roles in education development, the State 
Council, in 1954 stipulated that “the financial budget of the state shall be arranged in accordance with the 
system of ‘ unified leadership and decentralized management’(namely ‘tong yi ling dao, fen ji guan li’). 
“ Since then, the policy of “combing both central and local leadership while giving priority to the local” 
had been adopted. In this financial system, education expenditure was divided “vertically” in accordance 
with their subordination, and education budget was managed by both central government and local 
authorities. During this period, the Ministry of Finance checked and ratified the total plan of education 
expenditure to all local governments and departments with the “ fixed staff number and fixed quotas” 
(ding yuan ding e) according to the education development plans provided by the Ministry of Education 
and the State Planning Commission. This was the “combination of central and local leadership” (tiao kuai 
jie he). Within the plan of education expenditure issued by the Ministry of Finance, local governments 
could use the reserved funds based on their own financial and material resources, and even could re-
arrange budgetary categories and items. This was what “giving priority to the local leadership” meant 
(kuai kuai wei zhu). 
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The educational finance management system of this period had the following features: (1) unified 
leadership and decentralized administration. The plans were proposed by the central government and 
broken down to provincial and county governments level by level, the governments at all levels were 
responsible for the implementation of plans for its education development. This system, to a certain extent, 
guaranteed that the plans proposed by the central government could be implemented by governments at all 
levels. It could reduce the costs of fund management. However, the government at a higher level still 
imposed tight control over the government at a lower one, and the quota controlled by the higher level 
could not be exceeded. (2) combination of central and local leadership with priority of the local. As 
education management power was decentralized to local authorities, the education expenditure 
management power was also delegated. This would help to mobilize the enthusiasm of local governments 
on education development. However, the local governments had no driving force to increase the 
additional funds for education. 
1.1.3 Higher education funding model in this period 
In this stage, the budgetary allocation of operation expenditure for HEIs of China was basically 
implemented by the method of fixed numbers of employees and fixed quotas, which meant that the 
various composition of personnel, standard for buildings and machines, the quotas for administrative and 
operational expenditures, and the reserve quantity of equipment and materials should be rationally defined 
based on scale or demand of the institution.i
Y=A-B+ C X  
 The appropriation for HEIs was approved and appropriated 
by the funding formula below: 
Wherein: Y =budgetary appropriation for higher education; 
A =actual appropriation of the base period (the former year); 
B= irrational appropriation factor or the factor should be deleted during the base period; 
Ci
X
 = items to be added during the budget period; 
i
The expenditure was divided into two parts: personnel and non-personnel outlays. The personnel 
expenditure, covering wages and benefits, was that the given expenditure per capita multiplied by the 
given quotas of faculty and staff. The non-personnel expenditure was that the given non-personnel 
expenditure per student multiplied by the given quotas of enrollments.  
 = the growth standard for various items to be added during the budget period. 
The expenditure was mainly allocated using the mode of incremental funding. The amount allocated to 
each HEI for the present year was based on that in the previous one, and certain considerations was given 
to the development and change in the operation of the present year. 
The advantage of the funding model was that it provided criteria for fund appropriation and ensured 
personnel expenditure. 
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However, it had some problems. For instance, when drawing up various expenditure quotas, the 
provisions of ear-marked appropriation for special purposes limited the flexibility in use of the funds by 
the HEIs, which resulted in divergence and split of limited capital of higher education and reduced the 
utilization efficiency of the capital. Besides, although the incremental funding model could be operated 
easily, it was still a progressive appropriation method based on the historical expenditure instead of 
rational cost analysis. In preparation of the budget, the only real information adopted by the decision-
makers was the amount of money HEIs spent in the former year. The funding model would lead to rush 
and blind spending at the budget year-end by the HEIs, and the phenomenon of pursuing “cost 
maximization”. As a result, the cost became the function of the revenue, and the HEIs with higher unit 
cost could obtain higher appropriation, which was indeed harmful to internal efficiency and cost control of 
the HEIs. On the other hand, since the determination of the base amount was intensively subjective, some 
HEIs’ influences on the decision-making authority were sometimes very apparent during the 
determination of base amount, which caused big problems in transparency and fairness in resource 
allocation (Wei, 2000:157-158). 
1.1.4 Higher education’s financial situations and development during this period 
During the first 30 years after the founding of PRC, China’s education witnessed unbalanced 
development. It is shown in Figure 1 that the growth rate in 7 out of the 29 years was negative. The annual 
growth rate for educational expenditure in China fluctuated substantially with twists and turns and its 
overall trend became stable with the decreasing fluctuation range as time passed. 
Figure 1 Annual growth rate of budgetary expenditure on education 
 
 
 
 
Data Source: 1950 and 1951’s data was from: China Education Yearbook: 1949-1981, Encyclopedia of China Publishing House, 
1984, p. 98; other data was from: Finance Yearbook of China 2001, China Financial and Economic Publishing House, 2001, p. 362. 
It is indicated in Table 1 that during this period, budgetary expenditure on education accounted for a 
relatively stable proportion in GDP, in a range of 2% to 3%. The maximum was 3.18% in 1960 and the 
minimum 1.22% in 1970. Meanwhile, budgetary educational expenditure was below 10% of the national 
fiscal expenditure with great fluctuations, with its minimum of 4.24% in 1970 and the maximum of 9.45 % 
in 1957. 
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Table 1 State budgetary expenditure on education and its proportion from 1950 to 1979 
Year 
Education 
Expenditure (100 
million) 
Proportion of Education Expenditure (%) 
Proportion of GDP 
Proportion of 
Fiscal Expenditure 
(Excluding Debt) 
1952  11. 03 1. 62% 6. 41% 
1953  19. 25  2. 34%  8. 78% 
1954  19. 97  2. 32%  8. 18% 
1955  19. 00  2. 09%  7. 23% 
1956  26. 53  2. 58%  8. 89% 
1957  27. 98  2. 62%  9. 45% 
1958  25. 57  1. 96%  6. 39% 
1959  33. 36  2. 32%  6. 14% 
1960  46. 34  3. 18% 7. 20% 
1961  32. 96  2. 70% 9. 26% 
1962  27. 55  2. 40%  9. 34% 
1963 29. 62  2. 40%  8. 92% 
1964  34. 78  2. 39%  8. 83% 
1965  35. 81  2. 09%  7. 79% 
1966  40. 53  2. 17%  7. 54% 
1967  36. 92  2. 08%  8. 39% 
1968  27. 50  1. 60%  7. 68% 
1969  27. 04  1. 40%  5. 14% 
1970  27. 56  1. 22%  4. 24% 
1971  33. 69 1. 39%  4. 60% 
1972  39. 38  1. 56%  5. 14% 
1973  43. 45  1. 60%  5. 37% 
1974  51. 02  1. 83%  6. 46% 
1975  53. 18  1. 77%  6. 48% 
1976  57. 20  1. 94%  7. 10% 
1977  59. 66  1. 86%  7. 07% 
1978  75. 05  2. 07%  6. 69% 
1979  93. 16  2. 31%  7. 27% 
 
Data Source: Finance Yearbook of China 2000, China Financial and Economic Publishing House, 2000, pp.414-415. 
1.2.  The second stage ( 1980 - 1993 ): decentralization of fiscal responsibility between central and local 
governments in the initial period of reform and opening-up 
From 1980, the financial system in China had experienced significant transformation, the fiscal system 
with division of revenue and expenditure between central and local governments and level-to-level 
contracts was adopted.  
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This system was functioned as follows. The range of revenue and expenditure was divided between 
central and local governments.ii
Correspondingly, China started to reform the highly-centralized national education finance system. On 
April 3rd, 1980, the Ministry of Education issued the Suggestions on the Allocation of Education Fund 
after the Adoption of the New Financial System, which stated that educational expenditure was allocated 
separately by the central and local finance, and meantime the administration and responsibility of the local 
higher education were handed over to local governments so that they could adjust the local higher 
education structure according to the demand of the local social economy for talents. The central 
government was only responsible for the educational expenditure of universities subordinated to the 
central ministries. Since then, the higher education management system with dual-track administration 
and responsibility between central and local governments basically took shape. 
 The local governments had to hand in a designated proportion or fixed 
subsidies in line with their conditions, which would remain intact for five years once fixed. Within this 
range, the local governments had the right to make plans for their own fiscal expenditure and revenue 
without report to the central government for approval. Therefore, the initiative of local governments to 
increase revenue and decrease expenditure was aroused. It was a major reform in the financial system in 
China with the stereotype of “state-monopolized revenue and expenditure and without connection 
between the two” broken. 
However, this system still exposed several shortcomings. For instance, when local governments had a 
higher autonomy, many provinces (and municipalities and autonomous regions) attempted to set up a 
subsystem of higher education with relatively complete structures and disciplines, which lead to 
unnecessary duplication of universities and majors between the central and local governments or among 
provinces, and further reduced the utilization efficiency of educational expenditure for higher education in 
China. In order to deal with the problems, the Decision on the Education System Reform by Central 
Committee of the Communist Party of China was issued in 1985 to let the central government and 
educational administration departments strengthen the macro-guidance and management on higher 
education.  
From 1980 to 1989, over 300 of the 404 newly-built universities in China were built with the local 
financial resources invested by provinces, autonomous regions and municipalities, accounting for over 70% 
in the total newly-built universities. Under the new system, the central and the local governments started 
to provide the fund for higher education together. 
In this period, financial decentralization was the major feature of higher education finance system 
reform in China (Yang, 2006:126-128). It reflected in two aspects: “separation of financial power between 
governments” and “separation of powers between the government and the private” . The former one was 
introduced in the above, while the essence of “ separation of power between government and the private” 
referred to that the source channels of the higher education fund became diversified and some fiscal 
responsibility of the government was transferred to the private. 
During the first ten years after the reform and opening-up, GDP in China experienced sustainable and 
rapid growth by over four-fold from 454. 56 billion Yuan in 1980 to 1866. 78 billion Yuan in 1990. Due 
to the rapid social and economic development, the need for various majors was expanding, so did the 
individual demand for higher education. The contradictions between the increasing individual’s demand 
for higher education and limited supply capabilities of HEIs and between the need for self-development of 
HEIs and the grave shortage of higher education resource supply became prominent. Therefore, the 
system of higher education was revised to cater for the populace demand. It gradually shifted from the 
traditional pattern in which all universities were government-funded to a new pattern in which the 
majorities of universities were government-funded and cost- sharing by other beneficiary. 
1.2.1 Higher education funding model in this period 
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The government changed the annual budget approval method from the former incremental funding for 
operating expenses into “integrate quota and ear-marked funding” . The funding formula is presented as 
follows: 
Y = A X + B  
Wherein: Y = total budget appropriation for higher education; 
Ai = the number of students in different levels and disciplines; 
Xi = appropriation standard per student of different levels and disciplines;  
Bi = various ear-marked funding. 
“Integrate quota” was determined based on per-student quota standard of different types, levels, and 
regions designed by the governments. It comprised of personnel and non-personnel outlays. “ Ear-marked 
funding” , as the supplement for “integrate quota” , was approved and appropriated by the government in 
line with the national policies and the special need of the institutions, such as new and key discipline ‘s 
setup, laboratory building, medium and long-term faculty training, fund for retirees, and so on.  
The advantage of this funding model was that under the circumstance of shortage in educational 
expenditure, it allowed that limited higher education expenditure was closely linked with its operation 
development plan and the number of students to determine the amount and direction of the higher 
education investment. The model also was helpful to overcome the random allocation of the incremental 
funding, improve the efficiency, and increase the HEIs’ motivation, autonomy and responsibility in fund 
management. On the other hand, the establishment of “ear-marked funding” made the government 
appropriation for HEIs diverted from “supply-oriented” to “demand-oriented”.  
However, since this funding model was based on a single parameter of the number of kinds of students, 
it failed to reflect the actual cost of HEIs. For a larger-scale HEI with more students, the government 
would appropriate more fund and vice versa. To a certain extent, its stimulation on the enrollment of 
colleges and universities lead to the blind expansion of enrollment scale (Wei, 2000:161), worse teaching 
quality, the duplicated building of disciplines and majors, and the repeated purchase of equipment. 
Authorities were confused about which discipline should they support. Some universities expanded 
enrollment blindly with the insufficient conditions regardless of care about the enrollment plan regulated 
by the central government. As a result, more acute conflicts arose in the teaching and administrative 
management. Additionally, many fixed factors in the funding model failed to provide incentives for the 
operation of HEIs and impeded the improvement of efficiency, the formation of features and the 
emergence of innovation. 
1.2.2 Establishment of cost-sharing mechanism for higher education during this period 
In order to satisfy the increasing demand for opportunities of receiving higher education, the 
government was obliged to provide more educational opportunities. However, because of insufficient 
financial resources, the government decided to introduce the mechanism of cost sharing and cost recovery 
to realize this goal. 
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In this context, several policies were implemented to convert the traditional system of higher education 
solely funded by the government to a new system in which the expenses was to be shared both by the 
government and beneficiaries. For instance, from 1989, most universities in China adopted fee-charging 
policy, collecting approximately 100 to 300 Yuan as tuition per student per academic year. In the early 
1990s, with the improvement of public affordability, the government gradually increased the level of 
university tuition fees for higher education. At the same time, from 1987, the government started to 
substitute the traditional system of no-tuition-fee with financial assistance to living expenses system with 
a new system of scholarship, financial assistance, and student loan.  
The adoption of cost-sharing policy expanded the sources and channels of higher education operational 
expenditure, made up for its inadequacy and enhanced the motivation to learn and cost awareness of 
students. The total amount of tuition charged by the HEIs increased from 187 million Yuan in 1990 to 
3.29 billion Yuan in 1994, by nearly 17 times. As the part of higher education expenditure source that 
witnessed the most rapid increase, the proportion of tuition in the total higher education expenditure 
increased from 1. 8% in 1990 to 13.3% in 1994. 
1.2.3 Preliminary establishment of multi-channel higher educationfinancing mechanism during this 
period  
From the mid-1980s to the early 1990s, six principal channels were gradually formed as the sources for 
the higher education fund: (1) financial allocations from the government; (2) educational taxation; (3) 
tuition fees and user charges from students in non-compulsory education stages; (4) support of running 
schools by individuals and non-government groups; (5) various forms of commercial services, such as 
enterprises affiliated to HEIs; and (6) donations and gifts. The financing of higher education through 
multiple channels rapidly expanded the total amount of higher education investment and greatly improved 
the material conditions of higher education. Moreover, the central government gradually provided more 
autonomy to local governments and HEIs, mobilized their enthusiasm and creativity in the aspects of 
increasing higher education investment, overcoming the financial shortage, improving utilization 
efficiency. Apart from this, the government also encouraged HEIs to increase their revenue by providing 
various social services such as technical consultation for and cooperation with industrial and scientific 
research sectors, and expanded the sources of higher education fund. 
1.2.4 Higher education’s financial situations and development during this period 
After the policy of reform and opening up, along with the increasing investment in education, Chinese 
higher education witnessed substantial progress in terms of scale, structure and quality. The number of 
regular higher education institutions increased from 675 in 1980 to 1065 in 1993. The number of students 
increased from 1.14 million in 1980 to 2.54 million in 1993, by 2.22 times. The number of university 
students per ten thousand people increased from 11.6 in 1980 to 19.9 in 1993 (Wang, 1996:135-136). 
Table 2 illustrates that from 1980 to 1993, the government invested 464.65 billion Yuan in education. 
Education expenditure took up an increasing proportion in the state fiscal expenditure, increasing from 
less than 10% in 1980 to over 16% in 1993, increased by over 50%. 
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Table 2 Government expenditure on education and its proportion of state fiscal expenditure from 1980—1993 
Year 
Education 
Expenditure (100 
million) 
Proportion of State 
Fiscal Expenditure 
(Excluding Debt) 
1980  114. 15  9. 29% 
1981  122. 79  10. 79% 
1982  137. 61  11. 19% 
1983  155. 24  11. 01% 
1984  180. 88  10. 63% 
1985  226. 83  11. 32% 
1986  274. 72  12. 46% 
1987  293. 93  12. 99% 
1988  356. 66  14. 32% 
1989  412. 39  14. 60% 
1990  462. 45  15. 00% 
1991  532. 39  15. 72% 
1992  621. 71  16. 61% 
1993  754. 90  16. 26% 
Data Source: China Fiscal Yearbook 2001, China Financial and Economic Publishing House, 2001, p.362. 
A new pattern of financing mechanism with government financial appropriation as the major channel 
and supplemented by multiple channels, such as taxes, fees, businesses, donations, and education 
foundation gradually took shape. In 1986, the extra-budgetary education investment was less than 24% of 
the total, but in 1993 it reached almost 40%. Meanwhile, from 1989 to 1993, the proportion of budgetary 
expenditure in the total education expenditure decreased year by year from 66.88% in 1989 to 60.79% in 
1993 (See Table 3). 
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Table 3 Changing structures of educational revenue from 1989-1993 
 
Education 
Revenue 
1993 Percentages 
Amount (100 
Million) Percentages 1992 1991 1990 1989 
Total 1059. 94 100% 100% 100% 100% 100% 
I. Public 
channels 867. 76 -  - - - - 
1. Budgetary 
appropriation  644. 39  60. 79%  62. 13%  52. 85%  64. 63%  66. 88% 
2. Levies and 
surcharges  100. 61  9. 49%  10. 17%  10. 27%  9. 63%  8. 75% 
3. Enterprise-
run 
institutions  
65. 04  6. 14%  5. 59%  5. 83%  5. 83%  5. 25% 
4. School-run 
enterprises, 
work-study 
program, and 
social service  
49. 59  4. 88%  4. 98%  5. 09%  4. 70%  4. 73% 
5. other 
budgetary 
fund  
8. 13  0. 77%  -  - - - 
II. Revenue 
from 
individuals 
and non-
government 
groups  
3. 33 0. 31%  - - - - 
III. Social 
donations and 
fund-raising  
70. 19  6. 62%  8. 03%  8. 59%  7. 98%  5. 74% 
IV. Tuition 
and fees  87. 15  8. 22%  5. 48%  4. 22%  4. 21%  4. 61% 
V. Others  31. 51  2. 97%  3. 66%  2. 95%  3. 02%  4. 04% 
Data Source: China Education Expenditure Statistics (1993) . 
In 1993, the educational budgetary expenditure accounted for 60.79% of the total education 
expenditure. The proportion of tuition and fees in the total education expenditure increased from 4.61% in 
1989 to 8.22%. The proportion of social donation and fund-raising in the total education expenditure 
accounted for 6.62%, enterprise-run institutions 6.14%, school-run enterprise, work-study program, and 
social service 4.88%, inputs from individuals and non-government organizations 0.31%, levies and 
surcharges by government of all levels on education (including educational surtax in urban areas and rural 
education surtax) 9.49%, and other educational revenue 2.97%. 
1.3. The third stage ( 1993-Present ): “ government appropriation as principal and multi-channel 
financing as supplementary” under the public finance system 
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After 1990s, with rapid scale expansion of higher education, the accelerated progress of massification 
and diversification and the intensified international competition of higher education put forward new 
challenges and tasks for deepening the reform of Chinese higher education investment system. The 
Outline of Reform and Development of Chinese Education promulgated by the Central Committee of CPC 
and the State Council in 1993 clearly put forward to establish a new education system adaptive to the 
socialist market economy. It also suggested to establishing a system with government financial 
appropriation as primary and fund raising from multi-channel (including taxation for education, tuition 
fees, contributions of school running industry, donation and fund-raising from society and education 
foundation etc.) as supplementary. Therefore, the financial reform of higher education has been further 
deepened and completed. The higher education finance system mainly characterized by shared 
responsibility of the central and local governments, cost sharing from education beneficiaries and 
diversified investment has been basically formed. 
Since 1992, in accordance with the guideline of “joint-construction, adjustment, cooperation, and 
mergence” , higher education institutions reformed its management system by breaking the central 
departmental school-running system under the planned economy system. More importantly, the system of 
shared responsibilities by both central and local governments with the local government as the primary 
undertaker was further deepened and the characteristics of higher education financial decentralization 
became more prominent. It was specifically embodies by the reduction of the HEIs directly controlled and 
financed by the central government and the increase of those controlled and financed by local 
governments.  
1.3.1 Higher education funding model in this period 
Since 2002, the funding model made by the Ministry of Finance is: “basic expenditure budget” and 
“project expenditure budget” . The “basic expenditure budget” referred to annual basic expenditure plan 
prepared by the institutions for the normal operation and daily work, while the “project expenditure 
budget” referred to annual project expenditure beyond the basic expenditure budget prepared by the 
institutions to complete the specific tasks and development objectives. In fact, it was similar to the model 
of “integrate quota and ear-marked funding”.  
In this stage, the most obvious characteristic is that in the late 1990s, the central government increased 
the investment of ear-marked funding for higher education. For example, in order to feasibly guarantee 
the macro-control function and utilization efficiency of the ear-marked appropriation, the former State 
Education Commission (the present MOE) started some large-scale special funding projects for higher 
education ( for example: “211” Project during the Ninth Five- Year Plan and the “985” Project started in 
1999) and carried out the project management. 
1.3.2 Complete formation of multi-channel financing system during this period 
Since 1990s, China’s higher education finance system stepped out the model with single funding 
source. A system with the government appropriation as primary and the fund raising from multi-channel 
as supplementary was formed. The diversified education investment channel, including financial 
appropriation, tuition, revenue of school running industry for education, social contributions, and profit of 
donation funds from capital market, income of scientific research, interest, and school running with funds 
raised from different walks of life, etc. was basically established. 
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The trend of structure change of the higher education fund source is as follows. The ratio of 
appropriation within the government budget has reduced, and that of student payment, school revenue and 
other extra-budgetary revenue has increased. From 1994 to 2008, the proportion of total government 
budgeted fund in the total national higher education expenditure reduced to 47.4% from 80.7%, among 
which the appropriation ratio within budget reduced to 46% from 71.8%; ratio of fund from income of 
school-running enterprise, work-study program and social service for education reduced to 0.5% from 
8.4%; the undertaking income greatly increased, especially the tuition and fees, it has become the 
secondary source, only next to the state financial appropriation, and increased to 33.9% from 13.3% (see 
Table 4). Non-state financial investment greatly increased to 52.6% from 19.3% (see Table 5), which 
widened the financing channel for China’s higher education, increased the gross investment, greatly 
alleviated the imbalance between the supply and demand for higher education resources and vigorously 
accelerated its massification progress. 
Table 4 Changing structure of higher education revenue source from 1994-2008 
 
1994 2008 Increase and 
decrease of 
percentage 
(%) 
100 million 
RMB % 
100 million 
RMB % 
Total national 
higher 
education 
expenditure 
247. 54  100%  4346. 88  100%  
I. Total 
Public Funds  199. 69  80. 7%  2062. 46  47. 4% -33. 3% 
1. Budgetary 
appropriation  177. 77 71. 8%  1998. 64  46. 0%  -25. 8% 
2. Levies and 
surcharges by 
governments 
at all levels 
for education 
1. 25 0. 5%  34. 35  0. 8%  0. 3% 
3. Enterprise-
run 
institutions  
-   16. 27 0. 4% - 
4. School-run 
enterprise, 
work-study 
program and 
social service 
for education 
20. 67  8. 4%  13. 20  0. 3%  -8. 1% 
II. 
Undertaking 
revenue  
- -  1932. 88  44. 5% - 
In it: tuition 
and fees  32. 91  13. 3%  1474. 29  33. 9% 20. 6% 
III. 
Investment of 
people setting 
up private 
schools  
- -  30. 17  0. 7%  
IV. Social 2. 95  1. 2%  28. 63  0. 7%  -0. 5% 
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donations  
V. Others  11. 99  4. 8%  283. 51  6. 5%  1. 7% 
Data Source: China Education Statistics Yearbook (1995 &2009) 
Table 5 Proportion of public and non-public expenditure in the total higher education expenditure (100 Million RMB; %) 
Year 
Higher 
education 
expenditure 
(a) 
Operation 
expenditure 
(b) 
Proportion of 
public 
expenditure 
in (a) 
Proportion of 
non- public 
expenditure 
in (a) 
Tuition and 
fees  
Proportion of 
tuition and 
fees in (a) 
Proportion of 
tuition and 
fees in (b) 
1994  247. 54  — 80. 67%  19. 33%  32. 91  13. 30%  — 
1995  292. 20  —  78. 62%  21. 38%  44. 52  15. 24%  — 
1996  345. 55  —  76. 56%  23. 44%  56. 37  16. 31% — 
1997 415. 10  —  74. 41%  25. 59%  72. 39  17. 44%  — 
1998  587. 04  162. 60  63. 89%  36. 11%  85. 47  14. 56%  52. 56% 
1999  753. 31  233. 63 61. 78%  38. 22%  137. 88  18. 30%  59. 02% 
2000  966. 62  345. 04 57. 55%  42. 45%  216. 69  22. 42%  62. 80% 
2001  1213. 47  472. 65  54. 17%  45. 83%  312. 43  25. 75%  66. 10% 
2002 1527. 50  643. 66  51. 18%  48. 82%  426. 45 27. 92%  66. 25% 
2003  1778. 60  779. 09  48. 89%  51. 11%  548. 75  30. 85%  70. 43% 
2004 2103. 50  949. 50  47. 61%  52. 39%  693. 87  32. 99%  73. 08% 
2005  2443. 54  1142. 82  45. 76% 54. 24% 837. 91  34. 29%  73. 32% 
2006  2783. 45  1270. 55  46. 31%  53. 69%  906. 07  32. 55%  71. 31% 
2007  3762. 30  1766. 16  43. 81%  56. 19%  1277. 45  33. 95%  72. 33% 
2008  4346. 88  1932. 88 47. 45%  52. 55%  1474. 29 33. 92%  76. 27% 
 Data Source: China Education Expenditure Statistics Yearbook, 1995-2009. 
Furthermore, in this period, private education has developed rapidly and the diversified school-running 
system of the higher education has formed initially. In Dec. 2002, the 31st Meeting of the Standing 
Committee of the Ninth National People’s Congress passed Law of the People’s Republic of China on 
Promotion of Private Education which greatly promoted the development of private higher education, 
further mobilized the activeness of school running with funds raised from different walks of life and 
increased the social investment in education.  
From 1996 to 2009, the private higher education developed rapidly not only in quantity growth but in 
scale expansion as well. The quantity of regular private higher education institutions (excluding 
independent colleges and training institutions) increased to 318 in 2008 from 21 in 1996. Their students 
increased to 1.86 million from 12 thousand. Till 2008, there were 322 independent colleges which had 
2.15 million students. Besides, there were 920.2 thousand students in other private higher education 
institutions. Therefore, the scale of private higher education achieved 4. 93 million students in 2008 (see 
Table 6). 
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From the perspective of development speed, the scale of private higher education institutions 
developed rapidly. From 1996 to 2008, the quantity of regular private higher education institutions 
(excluding independent colleges) grew at the average growth rate of 28% and the average growth rate of 
students was 59% (see Table 7). This shows that private higher education institutions became the 
important component of the higher education and has played a noticeable role in the development of 
China’s higher education. With the development of private higher education, the operation fund from 
social groups and individuals also increased rapidly, from 238 million Yuan in 1998 to 3.02 billion Yuan 
in 2008 (see Table 4). 
Table 6 Private higher education development from 1996 to 2008 (Unit: number of students: 10 thousand) 
 
Year 
Regular private HEIs Independent colleges Diploma examination pilot institutions 
Other private 
institutions Total 
Schools Students Schools Students Schools Students Schools Students Schools Students 
1996 21  1. 2 - - 89  5. 1  1020  103. 2  1130  109. 6 
1997 20  1. 6  -  -  157  9. 4  938  109. 6  1115  120. 6 
1998 25  2. 2 -  -  300  - 900 -  1225  - 
1999 37  4 - - 370  25. 8  870  92. 6  1277  122. 4 
2000 43  6. 8  -  -  467  29. 7  815  68. 5  1325  105 
2001 89  14  - -  436  32. 1  766  80. 9  1291  127. 1 
2002 131  32  -  -  448 31. 1  703 53. 1  1282  116. 2 
2003 173  81. 0*  -  -  440  -  668  -  1277  181. 4 
2004 226  70. 9  249  68. 6  436  -  751 -  1415  245. 1 
2005 252  105. 2  295  107. 5  -  -  1077  109. 2  1624  321. 8 
2006 278  133. 8  318  146. 7 -  -  994  93. 9  1590  374. 4 
2007 297  163. 1  318 186. 6 -  -  906 87. 34  1521  437 
2008 318  186. 4  322  214. 9  -  -  866  92. 02  1506  493. 3 
Data Source: National Education Development Statistical Bulletin, from 1996-2008. 
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Table 7  Regular private higher education institutions ( excluding independent colleges)’ development (Unit: number of students: 10 
thousand) 
 
Year schools growth rate of schools students 
growth rate 
of students 
1996  21   1. 2  
1997  20  -4. 76%  1. 6  33. 33% 
1998  25  25. 00%  2. 2 37. 50% 
1999  37  48. 00%  4  81. 82% 
2000  43  16. 22%  6. 8  70. 00% 
2001  89  106. 98%  14  105. 88% 
2002  131  47. 19%  32  128. 57% 
2003  173  32. 06%  81  153. 13% 
2004  226  30. 64%  70. 9  -12. 47% 
2005  252  11. 50% 105. 2  48. 38% 
2006  278  10. 32%  133. 8  27. 19% 
2007 297  6. 83%  163. 1  21. 90% 
2008  318  7. 07%  186. 4  14. 29% 
Average annual growth rate: 28. 09% Average annual growth rate: 59.13% 
1.3.3 Cost sharing system spreading out in all HEIs in this period 
In aspect of cost-sharing for higher education, in China, all universities were “free” in the past. More 
accurately, the tuition was borne by the government through direct and indirect taxes. Thanks to the 
practice of cost-sharing, the relative increase of tuition and fees, funds raised from social groups 
guaranteed development of higher education and demand in regions suffering from insufficient public 
financial investment. 
After the late years of the 20th century, main characteristics of the cost sharing system embody in two 
aspects: first, mergence of dual track enrollment of tuition- free and fee-paying; second, increase of tuition. 
Before 1997, the fee-charging system of HEIs was still the “double-track system”. For example, there 
were “government-supported students” and “self-funded students” in one HEI and even one class. In 1993, 
the “dual track to one track” reform started. After four years’ effort, in 1997, the overall integration for 
HEIs in the whole country was realized. All undergraduate students would pay for their higher learning, 
while there were no longer two kinds of students of “government-supported” and “self-funded”.  
Compared with the initial stage of cost sharing system, the tuition in the late years of 1990s 
considerably increased. It can be seen from Table 5 that the proportion of tuition and fees in the total 
higher education expenditure and total higher education operating expenditure increased to 33.92% and 
76.27% in 2008 from 14.56% and 52.56% in 1998 respectively at the growth rate of 19.36% and 23.71%. 
1.3 4 Build-up student financial assistance system framework 
With the full popularization of cost sharing system in the 1990s, the financial aid system for needy 
students entered into full expansion period. In order to guarantee the needy students could enter the HEIs 
successfully, in June 2000, the state started the student loan scheme. 
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The establishment of the national student loan system indicates that tuition system reform for higher 
education basically completed and the tuition system was established. Meanwhile, a framework for 
student finance assistance system mainly focusing on scholarship, grant, national student loan, work-study, 
hardship assistance and tuition waiver was formed. It can be seen from Table 4 and 5 that the proportion 
of financial appropriation in the total expenditure of higher education reduced gradually, from 71.8% in 
1994 to 46.0% in 2008. It shows that more and more higher education expenditures were from other 
channels. The proportion of the non-public expenditures increased to 52.55% in 2008 from 19.33% in 
1994 and of the tuition and fees to 33.92% from 13.30%. 
1.3.5 Achievements in the development of Chinese higher education 
After 60 years of efforts, especially 30 years of reform and opening up, the financing system of higher 
education had changed enormously. The most typical evidences were fast expansion, increase of gross 
enrollment rate, entering massification stage and realizing the historic breakthrough.  
In the early period of new China, the education basis was very weak. In 1949, there were only 205 
higher education institutions with only 117 thousand students. There were only 2.2 college students in 
each 10 thousand persons (Ji, 2006). In 2009, there were 2,305 regular higher education institutions and 
384 adult higher education institutions (total HEIs was 2,689). Among regular higher education 
institutions, there were 1,090 universities and colleges and 1,215 vocational colleges. There were 796 
institutions having postgraduates, including 481 higher education institutions and 315 scientific research 
institutions. The total size of higher education in the whole country reached 29.79 million students, 
ranking the first in the world. The students enrolled in the HEIs were 27 million and the employees with 
higher education background ranked second. The gross enrollment rate of higher education reached 24.2%. 
China is striding forward towards the grand objective from a big populous country to a great country of 
human resources (see Table 8). 
Table 8 Regular higher education expansion and development from 1998 to 2009 (Unit: number of students: 10 thousand) 
Year regular HEIs 
Gross 
enrollment 
ratio(%) 
Total 
enrollment in 
the regular 
HEIs 
New entrants 
in the regular 
HEIs 
1998  1022 9. 8  340. 9  108. 4 
1999  1071  10. 5  413. 4  159. 7 
2000 1041 12. 5  556. 1  220. 6 
2001  1225  13. 3 719. 1 268. 3 
2002  1396 15. 0  903. 4  320. 5 
2003  1552  17. 0  1108. 6  382. 2 
2004  1731  19. 0  1333. 5  447. 3 
2005  1792  21. 0  1561. 8  504. 5 
2006  1867 22  1738. 84  546. 05 
2007  1908 23  1884. 90  565. 92 
2008 2263 23. 3  2021. 02  607. 66 
2009  2305  24. 2 2144. 66  639. 49 
Data Source: National Education Development Statistical Bulletin, from 1998 to 2009. 
2. Problems in Chinese Higher Education Finance 
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Through analyzing the different periods of higher education finance in China, it illuminates that in 
planned economy, China carried out single financial system for higher education and the government 
appropriation was the only source of higher education fund. However, in the market economy, especially 
under the background of China entering the stage of massification of higher education, the grave shortage 
of investment became the “bottleneck” in development of higher education. Therefore, from the view of 
quasi-public goods of education, many experts in educational and economic field suggested that the 
government should implement diversified financing policy to break away from the situations of financial 
shortage. Nevertheless, after adopting the policy, the problem of higher education fund shortage has not 
been solved fundamentally.  
Problems in Chinese higher education finance were mainly reflected in the following:  
First, the increase in revenue could not match the expansion. Conflict between the expansion and the 
insufficient government funding for higher education, which has already existed for a long period, became 
worse after successive expansion. Apart from it, inadequate school conditions and extremely high student-
teacher ratio led to the general suspicions on quality of higher education. 
From 1991 to 2007, the proportion of public educational expenditure in GDP was low. Only in recent 
three years, the ratio exceeded 3%, which is far to lag behind the objective “ increase the proportion of 
public education expenditure in GDP to 4% in 2012” put forward in Outline of National Education Plan 
in Medium and Long Term 2010-2020 issued in July, 2010. Moreover, the ratio was much lower than the 
average level (4.64%) of OECD countries in 1998 (Yue, 2005).  
The indicator of per student expenditure of higher education also illustrated the problem mentioned 
earlier. On one hand, the government expenditure per student reduced successively from 8,915 Yuan in 
1999 to 5,941 Yuan in 2005, because of great expansion in scale and limitation of public fund. Hereafter, 
under great pressure of quality assurance, the government increased the appropriation to 6,963 Yuan per 
student in 2007 (see Table 9). On the other hand, expenditure per student at the higher education level 
only increased to 17,972 Yuan (which was equivalent to 2227 dollars) in 2008 from 13,991 Yuan ( which 
was equivalent to 1734 dollars) in 1998, lagging far behind the international level. iii
Table 9 Public expenditure on higher education in GDP from 1998 to 2008 
 Taking 2006 as an 
example, the average expenditure per student at higher education level of OECD countries was US 12,336 
dollars. The countries of which the expenditure was over 10 thousand dollars included Australia, Austria, 
Canada, Belgium, France, Germany, Denmark, Brazil, Netherlands, Norway, Sweden etc. , among which 
U. S. A. had the highest value, achieved 25,109 dollars (OECD, 2010:189). 
Year 
expendi-
ture per 
student 
in 
regular 
HEIs 
(RMB) 
budgetary 
expendi-
ture per 
students 
in regular 
HEIs 
(RMB) 
total 
expenditure 
of HEIs  
Public 
expendi- 
ture on 
higher 
education 
(100 
million) 
(a) 
GDP 
(100 
million) 
(b) 
(a) / (b) 
Growth 
rate of 
(a) 
Growth 
rate of 
(b) 
1998  13991  8529  587. 04  355. 1727  
84402. 
28  0. 42%  -  - 
1999  15231  8915 753. 31  444. 4957  
89677. 
05  0. 50%  25. 15%  6. 25% 
2000  15974  8626  966. 62  529. 7403  
99214. 
55  0. 53%  19. 18%  10. 64% 
2001  15445  7793  1213. 47  632. 2877  
109655. 
2  0. 58%  19. 36%  10. 52% 
2002  15120  7021  1527. 50  754. 8856  
120332. 
7  0. 63%  19. 39%  9. 74% 
405 Li Wenli and Liu Qiang /  Procedia - Social and Behavioral Sciences  77 ( 2013 )  388 – 411 
2003  14963  6522  1778. 60  838. 9002  
135822. 
8  0. 62%  11. 13%  12. 87% 
2004  14929  6221  2103. 50  965. 8276  
159878. 
3  0. 60%  15. 13%  17. 71% 
2005  15025  5941  2443. 54  1080. 193  
183217. 
4  0. 59%  11. 84%  14. 60% 
2006  15332  6395  2783. 45  1246. 849  
211923. 
5  0. 59%  15. 43%  15. 67% 
2007  16320  6963  3762. 30  1648. 119  
257305. 
6  0. 64%  32. 18%  21. 41% 
2008  17972  8242  4346. 88  2062. 46  300670. 0  0. 69%  25. 14%  16. 85% 
Average  - - - - - 0. 58%  19. 39%  13. 63% 
Data Source: GDP comes from: China Statistics Yearbook, 1999-2009; education expenditure comes from: China Education 
Expenditure Statistics Yearbook, 1999-2009. 
In an attempt to solve the problems of financial shortage in higher education, China adopted a higher 
education finance system, which was “government appropriation as primary and multi-channel financing 
as supplementary” since 1993. Analysis of the multi-channel financing sources in past years disclosed that 
these sources had not played the due role for diversification of higher education financing. For instance, 
the proportion of tuition and fees in total expenditure for higher education was 25.75% and 33.92% in 
2005 and 2008 respectively. It was higher than the maximum limitation “the proportion of tuition of 
regular higher education institutions to the average education cost per student in each year should not 
exceed 25%” put forward by the government. Other sources including school running enterprise, work-
study program and social service income for education, which were regarded as the most potential sources, 
reduced continuously from 2.01% in 1998 to 0.30% in 2008, and the social donations reduced from 2.01% 
to 0.67% (see Table 10). 
Figure 2 visualized the ratio of different financing sources. From 1998 to 2006, except for funds from 
school run by social groups and individuals, funds from other channels continuously reduced. For 
example, in 2006 and 2007, the funds from school run by social groups and individuals suddenly reduced 
to the bottom. The practical situation suggested that the probability of sudden change of investment in one 
year is tiny. After consulting the educational authorities, it was told that it was the adjustment of the 
statistics scope—merging the school running by social groups and individuals into the investment of 
people setting up private schools, caused this phenomenon. 
Table 10 Diversified financing sources in the total higher education expenditure other than tuition from 1998 to 2008 (Unit: 
thousand) 
Year 
Total 
higher 
education 
expenditure 
School-run enterprise, 
Work-study program, 
and social service for 
education 
Expenditure input by 
individuals and non-
government groups 
Social donations 
1998  58703842  1179786  2. 01%  238537  0. 41%  1181941  2. 01% 
1999  75330600  1317247  1. 75%  390830  0. 52%  1638910  2. 18% 
2000  96662212  1736965  1. 80%  909036  0. 94%  1534443  1. 59% 
2001  121347494  1721462  1. 42%  2538019  2. 09%  1743076  1. 44% 
2002  152749958  1757979  1. 15%  4176241  2. 73%  2795143  1. 83% 
2003  177859691  1953085  1. 10%  7762761  4. 36%  2573664  1. 45% 
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2004  210350399  2263874  1. 08%  13092257  6. 22%  2163213  1. 03% 
2005  244353657  2505799  1. 03%  18148948  7. 43%  2119559  0. 87% 
2006  278344880  2682362  0. 96%  23432571  8. 42%  1948386  0. 70% 
2007  376230072  1921329  0. 51%  3192210  0. 85%  2746661  0. 73% 
2008  434687795  1319900  0. 30%  3016865  0. 69%  2900000  0. 67% 
 Data Source: China Education Expenditure Statistics Yearbook, 1999-2009. 
Figure 2 Diversified financing sources in the total higher education expenditure other than tuition (1998-2008) 
 
 
 
 
 
 
 
 
 
 
Second, the conflict between financial shortage in higher education and unreasonable resource 
allocation caused low direct benefit (Luo, 2009; Xu, 2009). A study on analysis of expenditure demand of 
higher education through cost structure found that in 2005, the difference between the demand of 
operating expenditure per student and the actual expenditure per student was 10,000 Yuan (Li, 2008:53). 
At present, a single fixed amount of appropriation per student did not linked with relevant measurable 
output indicators, such as education quality, cost and benefit, resulting in low benefit of investment 
structure. Low investment in certain aspects and high investment in other aspects resulted in coexistence 
of shortage and waste. Another study indicated that audit and supervision on educational expenditure was 
not enough, and financial management system of some educational departments and schools was not 
sound and the waste and unreasonable spending phenomenon happened occasionally (Li, 2006). 
Third, the unbalanced financial mechanism of direct government appropriation to education resulted in 
the unbalanced development of higher education in different regions. Facing the lack of educational 
resources in general, the higher education in China implemented the unbalanced development strategy, 
and the resource allocation policy was dominated by selective allocation. Moreover, a division of financial 
power between the central and local governments makes a substantial difference in obtaining the public 
education resource by local colleges in different regions. For example, the province with the highest 
budgetary expenditure per student in 2008 is Tibet, which is 19,768 Yuan, the next highest is Beijing with 
19,763 Yuan and the lowest is Henan Province with only 4,243 Yuan, and the highest is 4.7 times of the 
lowest. In addition, due to the difference on the regional economic development and fund-raising capacity 
of the colleges, the expenditure per student also showed a huge difference. For example, the expenditure 
per student in 2008 is highest in Beijing, which is 42,052 Yuan, and lowest in Henan, which is 10,113 
Yuan, and the highest is 4. 2 times of the lowest (see Table 11). 
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Table 11 Education expenditures per student of regular HEIs in provinces in 2008 (Unit: yuan) 
Province 
Education 
expenditure 
per student 
Budgetary 
expenditure 
per student 
Province 
Education 
expenditure 
per student 
Budgetary 
expenditure 
per student 
Beijing  42052  19763  Hubei  16601  6904 
Tianjin  19801  10415  Hunan  15161  6219 
Hebei  13508  5265  Guangdong  24376  14635 
Shanxi  11788  5639  Guangxi  11706  6267 
Inner 
Mongolia  11874  6941  Hainan  11769  6518 
Liaoning  18849  7670  Chongqing  17936  6892 
Jilin  14115  7765  Sichuan  15829  5896 
Heilongjiang  16776  7775  Guizhou  10150  5534 
Shanghai  29686  14346  Yunnan  13991  7570 
Jiangsu  21639  9587  Tibet  23756  19768 
Zhejiang  23505  10011  Shaanxi  18460  8241 
Anhui  10926  4790  Gansu  13303  7187 
Fujian  19217  7610  Qinghai  15105  8962 
Jiangxi  11412  4362  Ningxia  16589  12788 
Shandong  13837  6383  Xinjiang  11462  6070 
Henan  10113  4243    
Data Source: China Education Expenditure Statistics Yearbook, 2009, pp. 610-611. 
Fourth, the cost sharing system of higher education needed to be perfected, and the present prominent 
conflict was the upside-down structure between tuition and teaching quality. The higher the teaching 
quality and the unit cost was, the less the tuition and the abundant student aid would be. Meanwhile, 
tuition in the vocational and specialized colleges serving local development was high, but the student aid 
was less. This could be expressed as “high quality with low price, low quality but high price” . From the 
perspective of educational opportunity, the variation of family influence in the childhood and the quality 
in basic education resulted in a fact that students from higher socio-economic-status families achieved 
higher academic scores and enjoyed higher probabilities of being enrolled by colleges of higher teaching 
quality, contrarily, students from lower socio-economic-status families accounted for higher percentages 
in ordinary colleges and vocational colleges (Li, 2006). Consequently, the family that have abilities to pay 
higher tuition obtained more public financial subsidy, while the family which has poor financial capacity 
had to undertake a higher economic pressure, which caused the unfair allocation of public higher 
education resource among people. 
3. Policy Implications for the Future Chinese Higher Education Finance Reform 
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With the gradual deepening of economic and educational reforms, the higher education finance in 
China developed continuously. It changed from a highly- centralized finance system to a cost-sharing 
system of central and local governments, education receivers, and other beneficiaries. The system 
“dominated by the government appropriation and supplemented by other multiple-channel fund- raising” 
was an important reform achievement of the higher education finance system. Meantime, after detailed 
study of evolutionary process of higher education finance system, the key evolutionary characteristics 
were summarized in the following: 
“The allocation model changed from ‘incremental funding’ and ‘integrate quota and ear-
marked funding’ to a model which emphasized equity, efficiency and quality. The assistance 
model changed from the solely supply and welfare system to a cost-sharing one. The 
financial management model transformed from the planned management model to a new one 
which was adapted to the socialist market economic system based on cost and efficiency. ” 
According to the problems addressed in the above, this paper suggests to further improve higher 
education finance system and its operation mechanism and establish an  equity, high-quality and efficient” 
financing system. The detailed suggestions are as follows: 
First, in the aspect of adequacy, the multi-channel financing system for higher education should be 
further improved to solve the insufficiency of expenditure. Quality improvement should be regarded as 
the paramount task of higher education in the near future. Efforts shall be made to increase educational 
operating expenditure per student which is generally low currently, and give weight to the quality 
improvement. 
Second, in the aspect of equity, a standard on the basic conditions in running a higher education 
institution and a standard on the government appropriation per student should be formulated. The central 
and western regions that cannot reach the state standard after efforts should be subsidized through 
regulatory financial transfer from central government. The system of intergovernmental transfer is an 
effective method to solve the regional unbalance on educational expenditure. Apart from it, as the 
administrator and provider of education, the local governments should guarantee that each student be 
provided the same financial support on a basic level in allocating the public higher education fund (under 
the consideration of regional price index), and the part higher than the basic level shall be dependent on 
the universities and colleges according to their own capacity.  
Third, the development trend of higher education financing internationally is changing from supply-
oriented type to the demand-driven one ( Min, 2007:109). The state ought to follow two methods in 
resource allocation. One is to use a funding formula to allocate recurrent needs. The formula shall include 
index on equity, efficiency and quality to determine the recurrent appropriation. The other is to adopt the 
target or competitive appropriation through contracts. Meanwhile, the higher education institution should 
be given more independence in the use of funds so that they can allocate resources according to the 
inherent rule of talent cultivation and scientific research. The combination of the two methods will 
promote the great progress in the reform of higher education. To realize the above purposes, a 
consultation committee on the government appropriation for higher education can be set up to integrate 
the higher education resources in different management departments and enhance the effectiveness of 
resource allocation.  
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Fourth, it is necessary to improve cost sharing system and completely change the upside-down 
relationship between tuition and quality. There are two alternatives to realize this purpose: one is to 
vigorously develop private higher education and improve the quality of it through policy support and 
financial aid (such as stipends and student loans with financial subsidy to private college students), and to 
use the private higher education to offset the insufficiency on educational supply and public higher 
education; the other means is to put “high quality, high price” into practice within the public higher 
education. Considering the differences of regions, subjects, and schools, the governments should not set a 
uniform tuition standard nationwide. The tuition standard shall be set by the higher education institutions 
independently. Meantime they will be requested to optimize the subsidy policy and program for students 
based on financial needs while not on academic achievements. The allocation of the grants shall be based 
on the need, and the students with economic difficulties shall be provided with stipend according to the 
tuition, the personal education cost and the student’s family economic condition. 
Fifth, private education ought to be vigorously developed and expended to satisfy the various 
educational needs. The government should carry out a policy of “ dominated by donation without returns 
and supplemented by investment with returns” to vigorously encourage the non-government organizations 
and individuals to engage in education financing. The investment for economic return could be allowed 
and different management methods shall be exercised for these two different types of private education. In 
addition, the ear-marked subsidy should be provided for private higher education by student aid and 
competitive appropriation. 
Finally, it is essential to set up a monitoring and evaluation system on the use of the higher education 
funds, which shall be an important index for improving the operation status of higher education. Long-
term attention shall be paid to the internal efficiency of HEIs. The internal motivation of HEIs is to pursue 
“the highest quality” rather than “the lowest cost” , while the limited resource will bring external pressure 
to the HEIs and force them to improve the internal efficiency (Li, 2008:79-80). Therefore, both HEIs and 
the governments as suppliers of public resource have the drive to enhance the utilization efficiency. 
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